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CALIFORNIA LEGISLATURE—2005—06 REGULAR SESSION

ASSEMBLY BILL No. 115

Introduced by Assembly Member Klehs

January 12, 2005

An act to amend Sections 17024.5, 17052.6, 17072, 17077, 17085,
17131, 17132.5, 17140, 17140.3, 17144, 17152, 17220, 17250,
17250.5, 17255, 17256, 17279.4, 17501, 17551, 17731, 17733, 18571,
18572, 18628, 18633, 18648, 19008, 19041.5, 19116, 19164, 19166,
19173, 19177, 19179, 19182, 19184, 19559, 23051.5, 23701ls,
23701w, 23703.5, 23705, 23711, 23712, 24306, 24349, 24369.4,
24407, 24601, 24654, 24661.5, 24872, 24949.1, and 24949.3 of, to
amend and repeal Sections 17204, 19772, 19774, and 19777 of, to add
Sections 17131.4, 17131.5, 17131.6, 17139.6, 17201.4, 17201.5,
17201.6, 17204.7, 17215.1, 17215.4, 17681.6, 17734.6, 17760,
18035.6, 18036.6, 18181, 19136.12, 19164.5, 24355.3, 243554,
24406.6, 24661.6, 24694, and 24831.6 to, to add and repeal Sections
17053.62, 17255.5, 23662, and 24356.4 of, and to repeal Sections
17131.8, 17136.5, 17137, 17144.5, 17160.5, 17202.5, 17205, 19559,
19773, and 24356.5 of, the Revenue and Taxation Code, relating to
taxation, to take effect immediately, tax levy.

LEGISLATIVE COUNSEL’S DIGEST
AB 115, as amended, Klehs. Taxation: federal conformity.
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Under the Personal Income Tax Law and the Corporation Tax Law,
various provisions of the federal Internal Revenue Code, as enacted as
of a specified date, are referenced in various sections of the Revenue
and Taxation Code. Those laws provide that for taxable years
beginning on or after January 1, 2002, the specified date of those
referenced Internal Revenue Code sections is January 1, 2001, unless
otherwise specifically provided.

Existing law requires, for any introduced bill that proposes changes
in any of those dates, that the Franchise Tax Board prepare a complete
analysis of the bill that describes all changes to state law that will
automatically occur by reference to federal law as of the changed date.
It further requires the Franchise Tax Board to immediately update and
supplement that analysis upon any amendment to the bill, and requires
that analysis to be made available to the public and to be submitted to
the Legislature for publication in the daily journal of each house of the
Legislature.

This bill would change the specified date of those referenced
Internal Revenue Code sections to January 1, 2005, for taxable years
beginning on or after January 1, 2005, and thereby would make
numerous substantive changes to both the Personal Income Tax Law
and the Corporation Tax Law with respect to those areas of
preexisting conformity that are subject to changes under federal laws
enacted after January 1, 2002, and that have not been, or are not being,
excepted or modified.

This bill would make certain other changes in federal income tax
laws applicable, with specified exceptions and modifications, and
make specified supplemental, technical, or clarifying changes for
purposes of the Personal Income Tax Law or the Corporation Tax
Law, or both, with respect to, among other things, the exclusion from
income of qualified foster care payments, health savings accounts,
certain definitions, expensing for small businesses, low-income
community tax credits, shareholder treatment, eligible shareholders,
transfers of suspended losses incident to divorce, repayment of loans
for qualifying employer securities, phaseouts of certain motor fuel
excise taxes, suspension of occupational taxes relating to certain
alcoholic beverages, information reporting for certain individuals,
capital gain treatment applying to outright sales for landowners,
expenses of rural letter carriers, expensing of certain reforestation
expenditures, depreciation of certain Alaskan pipeline property,
interest expense allocation rules, translation of foreign taxes, certain
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passive foreign investment companies, Alaska Native Settlement
trusts, civil rights tax relief, tax shelter provisions, underpayment
penalty, and specified federal acts. This bill would specify various
dates on which specified provisions apply, make findings and
declarations that certain provisions are declaratory of existing law,
specify the intent and operation in the application of provisions
conforming to various federal acts, and repeal obsolete provisions.

The Personal Income Tax Law and the Corporation Tax Law
authorize various deductions and credits in computing the taxes
imposed by those laws.

This bill would, under both laws, for taxable years beginning on or
after July 1, 2005, and before January 1, 2018, allow an environmental
tax credit in an amount equal to 5¢ for each gallon of ultra low sulfur
diesel fuel produced by a small refiner, as defined, at any facility
located in this state.

This bill would also, under both laws, for a period beginning on
January 1, 2005, and ending on January 1, 2009, authorize a small
refiner to elect to treat 75% of qualified capital costs, as defined, as
expenses not chargeable to a capital account and expenses that may be
deducted, as provided.

This bill would result in a change in state taxes for the purpose of
increasing state revenues, within the meaning of Section 3 of Article
XIII A of the California Constitution, and thus would require for
passage the approval of %; of the membership of each house of the
Legislature.

This bill would take effect immediately as a tax levy.

The bill would provide that the operation of 2 of its sections would
be contingent on the enactment of other specified bills.

Vote: majerity?5. Appropriation: no. Fiscal committee: yes.
State-mandated local program: no.

The people of the State of California do enact as follows:

1 SECTION 1. Section 17024.5 of the Revenue and Taxation
2 Code is amended to read:

3 17024.5. (a) (1) Unless otherwise specifically provided, the
4 terms “Internal Revenue Code,” “Internal Revenue Code of
5 1954,” or “Internal Revenue Code of 1986,” for purposes of this
6 part, mean Title 26 of the United States Code, including all
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amendments thereto as enacted on the

applicable taxable year as follows:

Taxable Year
(A) For taxable years beginning on or after
January 1, 1983, and on or before December

31, 1983 e

(B) For taxable years beginning on or after
January 1, 1984, and on or before December

31, 1984 .

(C) For taxable years beginning on or after
January 1, 1985, and on or before December

31, 1985 e

(D) For taxable years beginning on or after
January 1, 1986, and on or before December

31, 1986

(E) For taxable years beginning on or after
January 1, 1987, and on or before December

31, 1988 .

(F) For taxable years beginning on or after
January 1, 1989, and on or before December

31, 1989 .

(G) For taxable years beginning on or after
January 1, 1990, and on or before December

31, 1990

(H) For taxable years beginning on or after
January 1, 1991, and on or before December

(I) For taxable years beginning on or after
January 1, 1992, and on or before December

31, 1992 e

(J) For taxable years beginning on or after
January 1, 1993, and on or before December

31, 1996...ciiiiiiiicc e

(K) For taxable years beginning on or after
January 1, 1997, and on or before December

31, 1997 e

specified date for the

Specified Date of
Internal Revenue

Code Sections

....... January 15, 1983

....... January 1, 1984

....... January 1, 1985

....... January 1, 1986

....... January 1, 1987

....... January 1, 1989

....... January 1, 1990

....... January 1, 1991

....... January 1, 1992

....... January 1, 1993

....... January 1, 1997
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(L) For taxable years beginning on or after

January 1, 1998, and on or before December

31, 2001 e January 1, 1998
(M) For taxable years beginning on or after

January 1, 2002, and on or before December 31,

2004 e e e January 1, 2001
(N) For taxable years beginning on or after
January 1, 2005......cccooiiiiiiiiiieneeeeeeee January 1, 2005

(2) (A) Unless otherwise specifically provided, for federal
laws enacted on or after January 1, 1987, and on or before the
specified date for the taxable year, uncodified provisions that
relate to provisions of the Internal Revenue Code that are
incorporated for purposes of this part shall be applicable to the
same taxable years as the incorporated provisions.

(B) In the case where Section 901 of the Economic Growth
and Tax Relief Act of 2001 (Public Law 107-16) applies to any
provision of the Internal Revenue Code that is incorporated for
purposes of this part, Section 901 of the Economic Growth and
Tax Relief Act of 2001 shall apply for purposes of this part in the
same manner and to the same taxable years as it applies for
federal income tax purposes.

(3) Subtitle G (Tax Technical Corrections) and Part I of
Subtitle H (Repeal of Expired or Obsolete Provisions) of the
Revenue Reconciliation Act of 1990 (Public Law 101-508)
modified numerous provisions of the Internal Revenue Code and
provisions of prior federal acts, some of which are incorporated
by reference into this part. Unless otherwise provided, the
provisions described in the preceding sentence, to the extent that
they modify provisions that are incorporated into this part, are
declaratory of existing law and shall be applied in the same
manner and for the same periods as specified in the Revenue
Reconciliation Act of 1990.

(b) Unless otherwise specifically provided, when applying any
provision of the Internal Revenue Code for purposes of this part,
a reference to any of the following is not applicable for purposes
of this part:

(1) Except as provided in Chapter 4.5 (commencing with
Section 23800) of Part 11 of Division 2, an electing small
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business corporation, as defined in Section 1361(b) of the
Internal Revenue Code.

(2) Domestic international sales corporations (DISC), as
defined in Section 992(a) of the Internal Revenue Code.

(3) A personal holding company, as defined in Section 542 of
the Internal Revenue Code.

(4) A foreign personal holding company, as defined in Section
552 of the Internal Revenue Code.

(5) A foreign investment company, as defined in Section
1246(b) of the Internal Revenue Code.

(6) A foreign trust, as defined in Section 679 of the Internal
Revenue Code.

(7) Foreign income taxes and foreign income tax credits.

(8) Section 911 of the Internal Revenue Code, relating to
United States citizens living abroad.

(9) A foreign corporation, except that Section 367 of the
Internal Revenue Code shall be applicable.

(10) Federal tax credits and carryovers of federal tax credits.

(11) Nonresident aliens.

(12) Deduction for personal exemptions, as provided in
Section 151 of the Internal Revenue Code.

(13) The tax on generation-skipping transfers imposed by
Section 2601 of the Internal Revenue Code.

(14) The tax, relating to estates, imposed by Section 2001 or
2101 of the Internal Revenue Code.

(¢) (1) The provisions contained in Sections 41 to 44,
inclusive, and Section 172 of the Tax Reform Act of 1984
(Public Law 98-369), relating to treatment of debt instruments, is
not applicable for taxable years beginning before January 1,
1987.

(2) The provisions contained in Public Law 99-121, relating to
the treatment of debt instruments, is not applicable for taxable
years beginning before January 1, 1987.

(3) For each taxable year beginning on or after January I,
1987, the provisions referred to by paragraphs (1) and (2) shall
be applicable for purposes of this part in the same manner and
with respect to the same obligations as the federal provisions,
except as otherwise provided in this part.

(d) When applying the Internal Revenue Code for purposes of
this part, regulations promulgated in final form or issued as
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temporary regulations by “the secretary” shall be applicable as
regulations under this part to the extent that they do not conflict
with this part or with regulations issued by the Franchise Tax
Board.

(e) Whenever this part allows a taxpayer to make an election,
the following rules shall apply:

(1) A proper election filed with the Internal Revenue Service
in accordance with the Internal Revenue Code or regulations
issued by “the secretary” shall be deemed to be a proper election
for purposes of this part, unless otherwise provided in this part or
in regulations issued by the Franchise Tax Board.

(2) A copy of that election shall be furnished to the Franchise
Tax Board upon request.

(3) (A) Except as provided in subparagraph (B), in order to
obtain treatment other than that elected for federal purposes, a
separate election shall be filed at the time and in the manner
required by the Franchise Tax Board.

(B) (i) If a taxpayer makes a proper election for federal
income tax purposes prior to the time that taxpayer becomes
subject to the tax imposed under this part or Part 11
(commencing with Section 23001), that taxpayer is deemed to
have made the same election for purposes of the tax imposed by
this part, Part 10.2 (commencing with Section 18401), and Part
11 (commencing with Section 23001), as applicable, and that
taxpayer may not make a separate election for California tax
purposes unless that separate election is expressly authorized by
this part, Part 10.2 (commencing with Section 18401), or Part 11
(commencing with Section 23001), or by regulations issued by
the Franchise Tax Board.

(i1) If a taxpayer has not made a proper election for federal
income tax purposes prior to the time that taxpayer becomes
subject to tax under this part or Part 11 (commencing with
Section 23001), that taxpayer may not make a separate California
election for purposes of this part, Part 10.2 (commencing with
Section 18401), or Part 11 (commencing with Section 23001),
unless that separate election is expressly authorized by this part,
Part 10.2 (commencing with Section 18401), or Part 11
(commencing with Section 23001), or by regulations issued by
the Franchise Tax Board.
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(111) This subparagraph applies only to the extent that the
provisions of the Internal Revenue Code or the regulation issued
by “the secretary” authorizing an election for federal income tax
purposes apply for purposes of this part, Part 10.2 (commencing
with Section 18401) or Part 11 (commencing with Section
23001).

(f) Whenever this part allows or requires a taxpayer to file an
application or seek consent, the rules set forth in subdivision (e)
shall be applicable with respect to that application or consent.

(g) When applying the Internal Revenue Code for purposes of
determining the statute of limitations under this part, any
reference to a period of three years shall be modified to read four
years for purposes of this part.

(h) When applying, for purposes of this part, any section of the
Internal Revenue Code or any applicable regulation thereunder,
all of the following shall apply:

(1) References to “adjusted gross income” shall mean the
amount computed in accordance with Section 17072, except as
provided in paragraph (2).

(2) References to “adjusted gross income” for purposes of
computing limitations based upon adjusted gross income, shall
mean the amount required to be shown as adjusted gross income
on the federal tax return for the same taxable year.

(3) Any reference to “subtitle” or “chapter” shall mean this
part.

(4) The provisions of Section 7806 of the Internal Revenue
Code, relating to construction of title, shall apply.

(5) Any provision of the Internal Revenue Code that becomes
operative on or after the specified date for that taxable year shall
become operative on the same date for purposes of this part.

(6) Any provision of the Internal Revenue Code that becomes
inoperative on or after the specified date for that taxable year
shall become inoperative on the same date for purposes of this
part.

(7) Due account shall be made for differences in federal and
state terminology, effective dates, substitution of “Franchise Tax
Board” for “secretary” when appropriate, and other obvious
differences.
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(1) Any reference to a specific provision of the Internal
Revenue Code shall include modifications of that provision, if
any, in this part.

SEC. 2. Section 17052.6 of the Revenue and Taxation Code
is amended to read:

17052.6. (a) For each taxable year beginning on or after
January 1, 2000, there shall be allowed as a credit against the
“net tax” (as defined in Section 17039) an amount determined in
accordance with Section 21 of the Internal Revenue Code, except
that the amount of the credit shall be a percentage, as provided in
subdivision (b) of the allowable federal credit without taking into
account whether there is a federal tax liability.

(b) For the purposes of subdivision (a), the percentage of the
allowable federal credit shall be determined as follows:

(1) For taxable years beginning before January 1, 2003:

The percentage of

If the adjusted gross income is: credit is:
$40,000 OF 1€SS.....oeiveiieeiiiiiieeeeeee e 63%
Over $40,000 but not over $70,000............c............ 53%
Over $70,000 but not over $100,000....................... 42%
Over $100,000.........ccoeiriririirierieieieieieeeeeeeee e 0%

(2) For taxable years beginning on or after January 1, 2003:

The percentage of

If the adjusted gross income is: credit is:
$40,000 0F 1€SS...cvieuiirieiicriceceeeeceeeeeeee e 50%
Over $40,000 but not over $70,000............c........... 43%
Over $70,000 but not over $100,000....................... 34%
Over $100,000.........cceirieiieiieieeieeeeeeee e 0%

(c) In the case of a taxpayer whose credits provided under this
section exceed the taxpayer’s tax liability computed under this
part, the excess shall be credited against other amounts due, if
any, from the taxpayer and the balance, if any, shall be paid from
the Tax Relief and Refund Account and refunded to the taxpayer.

(d) For purposes of this section, “adjusted gross income”
means adjusted gross income as computed for purposes of
paragraph (2) of subdivision (h) of Section 17024.5.
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(e) The credit authorized by this section shall be limited to
employment-related expenses, within the meaning of Section 21
of the Internal Revenue Code, but only for child care services or
care provided in this state and only to the extent of earned
income (within the meaning of Section 21(d) of the Internal
Revenue Code) from sources within this state.

(f) For purposes of this section, Section 21(b)(1) of the
Internal Revenue Code, relating to a qualifying individual, is
modified to additionally provide that a child (as defined in
Section 151(c)(3) of the Internal Revenue Code) shall be treated,
for purposes of Section 152 of the Internal Revenue Code (as
applicable for purposes of this section), as receiving over
one-half of his or her support during the calendar year from the
parent having custody for a greater portion of the calendar year,
that parent shall be treated as a “custodial parent” (within the
meaning of Section 152(e) of the Internal Revenue Code, as
applicable for purposes of this section), and the child shall be
treated as a qualifying individual under Section 21(b)(1) of the
Internal Revenue Code, as applicable for purposes of this section,
if both of the following apply:

(1) The child receives over one-half of his or her support
during the calendar year from his or her parents who never
married each other and who live apart at all times during the last
six months of the calendar year.

(2) The child is in the custody of one or both of his or her
parents for more than one-half of the calendar year.

(g) The amendments to this section made by the act adding
this subdivision shall apply only to taxable years beginning on or
after January 1, 2002.

SEC. 2.5. Section 17052.6 of the Revenue and Taxation Code
is amended to read:

17052.6. (a) For each taxable year beginning on or after
January 1, 2000, there shall be allowed as a credit against the
“net tax” (as defined in Section 17039) an amount determined in
accordance with Section 21 of the Internal Revenue Code, except
that the amount of the credit shall be a percentage, as provided in
subdivision (b) of the allowable federal credit without taking into
account whether there is a federal tax liability.

(b) For the purposes of subdivision (a), the percentage of the
allowable federal credit shall be determined as follows:
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(1) For taxable years beginning before January 1, 2003:

The percentage of

If the adjusted gross income is: credit is:
$40,000 OF 1€SS...uviiuiieiiieceieeeeeeeeeeeeeeeeeeee e 63%
Over $40,000 but not over $70,000...........c..c.......... 53%
Over $70,000 but not over $100,000....................... 42%
Over $100,000........cccooireiirireeeeeeeeeeeee e 0%

(2) For taxable years beginning on or after January 1, 2003:

The percentage of

If the adjusted gross income is: credit is:
$40,000 OF 1€SS...cuvieueicrieeiceeeeeeeeeeeeeeee e 50%
Over $40,000 but not over $70,000............c............ 43%
Over $70,000 but not over $100,000....................... 34%
Over $100,000.........ccceimieirririerieieieiereeeeeeeee e 0%

(c) In the case of a taxpayer whose credits provided under this
section exceed the taxpayer’s tax liability computed under this
part, the excess shall be credited against other amounts due, if
any, from the taxpayer and the balance, if any, shall be paid from
the Tax Relief and Refund Account and refunded to the taxpayer.

(d) For purposes of this section, adjusted gross income means
adjusted gross income as computed for purposes of paragraph (2)
of subdivision (h) of Section 17024.5.

(e) The credit authorized by this section shall be limited, as
follows:

(1) Employment-related expenses, within the meaning of
Section 21 of the Internal Revenue Code, shall be limited to
expenses for household services and care provided in this state.

(2) Earned income, within the meaning of Section 21(d) of the
Internal Revenue Code, shall be limited to earned income subject
to tax under this part. For purposes of this paragraph,
compensation received by a member of the armed forces for
active services as a member of the armed forces, other than
pensions or retired pay, shall be considered earned income
subject to tax under this part, whether or not the member is
domiciled in this state.
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(f) For purposes of this section, Section 21(b)(1) of the
Internal Revenue Code, relating to a qualifying individual, is
modified to additionally provide that a child (as defined in
Section 151(c)(3) of the Internal Revenue Code) shall be treated,
for purposes of Section 152 of the Internal Revenue Code (as
applicable for purposes of this section), as receiving over
one-half of his or her support during the calendar year from the
parent having custody for a greater portion of the calendar year,
that parent shall be treated as a “custodial parent” (within the
meaning of Section 152(e) of the Internal Revenue Code, as
applicable for purposes of this section), and the child shall be
treated as a qualifying individual under Section 21(b)(1) of the
Internal Revenue Code, as applicable for purposes of this section,
if both of the following apply:

(1) The child receives over one-half of his or her support
during the calendar year from his or her parents who never
married each other and who live apart at all times during the last
six months of the calendar year.

(2) The child is in the custody of one or both of his or her
parents for more than one-half of the calendar year.

(g) The amendments to this section made by the act adding
this subdivision shall apply only to taxable years beginning on or
after January 1, 2002.

SEC. 3. Section 17053.62 is added to the Revenue and
Taxation Code, to read:

17053.62. (a) For each taxable year beginning on or after
July 1, 2005, and before January 1, 2018, there shall be allowed
as an environmental tax credit against the “net tax,” as defined by
Section 17039, an amount equal to five cents ($0.05) for each
gallon of ultra low sulfur diesel fuel produced during the taxable
year by a small refiner at any facility located in this state.

(b) The aggregate credit determined under subdivision (a) for
any taxable year with respect to any facility shall not exceed 25
percent of the qualified capital costs incurred by the small refiner
with respect to that facility, reduced by the aggregate credits
determined under this section for all prior taxable years with
respect to that facility.

(c) For purposes of this section:

(1) “Small refiner” means any refiner who owns or operates a
refinery in California that:
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(A) Has and at all times had since January 1, 1978, a crude oil
capacity of not more than 55,000 barrels per stream day.

(B) Has not been at any time since September 1, 1988, owned
or controlled by any refiner that at the same time owned or
controlled refineries in California with a total combined crude oil
capacity of more than 55,000 barrels per stream day.

(C) Has not been at any time since September 1, 1988, owned
or controlled by any refiner that at the same time owned or
controlled refineries in the United States with a total combined
crude oil capacity of more than 137,500 barrels per stream day.

(2) (A) “Qualified capital costs” means, with respect to any
facility, those costs paid or incurred during the applicable period
for items certified by the California Air Resources Board
(CARB) under subparagraph (B) for compliance with the
applicable EPA or CARB regulations with respect to that facility,
including, but not limited to, expenditures for the construction of
new process operation units or the dismantling and
reconstruction of existing process units to be used in the
production of ultra low sulfur diesel fuel, associated adjacent or
offsite equipment (including tankage, catalyst, and power
supply), engineering, construction period interest, site work, and
permitting.

(B) (i) Before claiming a credit under this section, a small
refiner shall request from the California Air Resources Board a
certification that both of the following are true:

(I) That the items for which qualified capital costs were paid
or incurred are for compliance with the applicable EPA or CARB
regulations described in subparagraph (A).

(IT) That the items for which qualified capital costs were paid
or incurred have been placed in service by the small refiner.

(i1) The request described in clause (1) shall be in a form and
contain sufficient information to allow the California Air
Resources Board to determine that the items that are requested to
be certified were placed in service for compliance with
applicable EPA and CARB regulations, which information shall
include the date on which the items were placed in service.

(C) The California Air Resources Board shall make a
determination regarding a request described in subparagraph (B)
on or before 60 days after the request is submitted. If the board
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does not make a determination within this time period, the
certification will be deemed to be granted.

(D) If certification from the Secretary of the Treasury of the
United States, after consultation with the Administrator of the
Environmental Protection Agency, that the taxpayer’s qualified
capital costs with respect to a facility are, or will result, in
compliance with applicable EPA regulations, has been received,
then the taxpayer shall be allowed the credit without obtaining
certification from the CARB, unless CARB demonstrates that the
fuel produced does not meet CARB regulations.

(3) “Facility” means a small refiner’s petroleum refinery
located in the State of California that has incurred qualified
capital costs to produce ultra low sulfur diesel fuel.

(4) “Applicable EPA regulations” means the Highway Diesel
Fuel Sulfur Control Requirements of the Environmental
Protection Agency.

(5) “Applicable CARB regulations” means the Vehicular
Diesel Fuel Sulfur. Control Requirements of the California Air
Resources Board (CARB) under Section 2281 of Article 2 of
Chapter 5 of Division 3 of Title 13 of the California Code of
Regulations.

(6) “Applicable period” means, with respect to any facility, the
period beginning on January 1, 2004, and ending on May 31,
2007.

(7) “Ultra low sulfur diesel fuel” means both of the following:

(A) Diesel fuel with a sulfur content of 15 parts per million or
less.

(B) (i) Subject to clause (ii), either of the following:

(I) Vehicular diesel fuel produced and sold by a small refiner
on or after June 1, 2006.

(IT) Vehicular diesel fuel produced and sold by the small
refiner before June 1, 2006, that the small refiner specifically
identifies and supports through internal test reports as meeting
applicable CARB regulations.

(i1) For purposes of this section, it is rebuttably presumed that
the fuel described in clause (i) is ultra low sulfur diesel fuel. The
California Air Resources Board may rebut this presumption by
demonstrating that the fuel does not comply with applicable
CARB regulations.
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(8) “Barrels per stream day” means the maximum number of
barrels of input that a distillation facility can process within a
24-hour period when running at full capacity under optimal crude
and product slate conditions with no allowance for downtime.

(d) For purposes of this section, if a credit is determined under
this section for any expenditure with respect to any property, the
increase in basis of that property that would (but for this
subdivision) result from that expenditure shall be reduced by the
amount of the credit so determined.

() No deduction shall be allowed for that portion of the
expenses otherwise allowable as a deduction for the taxable year
that is equal to the amount of the credit determined for the
taxable year under this section.

(f) In the case where the credit allowed by this section exceeds
the “net tax,” the excess may be carried over to reduce the “net
tax” in the following year, and the 10 succeeding years if
necessary, until the credit is exhausted.

(g) If a small refiner that claims a credit under this section
sells, transfers, or otherwise disposes of, either directly or
indirectly, a facility within five years of the taxable year during
which it first claimed the credit, there shall be added to the “net
tax” of the small refiner during the taxable year of sale, transfer,
or disposition an amount equal to the total credit claimed
multiplied by a fraction, the numerator of which is the remaining
term of five years and the denominator of which is 5.

(h) This section is repealed on January 1, 2018.

SEC. 4. Section 17072 of the Revenue and Taxation Code is
amended to read:

17072. (a) Section 62 of the Internal Revenue Code, relating
to adjusted gross income defined, shall apply, except as
otherwise provided.

(b) Section 62(a)(2)(D) of the Internal Revenue Code, relating
to certain expenses of elementary and secondary school teachers,
shall not apply.

SEC. 5. Section 17077 of the Revenue and Taxation Code is
amended to read:

17077. Section 68 of the Internal Revenue Code, relating to
overall limitation on itemized deductions, shall apply, except as
otherwise provided.
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(a) “Six percent” shall be substituted for “3 percent” in Section
68(a)(1) of the Internal Revenue Code.

(b) Section 68(b)(1) of the Internal Revenue Code shall not
apply and in lieu thereof the term “applicable amount” in each
place it appears in Section 68(a) of the Internal Revenue Code
means one hundred thousand dollars ($100,000) in the case of a
single individual or a married individual filing a separate return,
one hundred fifty thousand dollars ($150,000) in the case of a
head of household, and two hundred thousand dollars ($200,000)
in the case of a surviving spouse or a husband and wife filing a
joint return.

(c) Section 68(b)(2) of the Internal Revenue Code, relating to
inflation adjustments, shall not apply. However, for any taxable
year beginning on or after January 1, 1992, the applicable
amounts specified in subdivision (b) shall be recomputed
annually in the same manner as the recomputation of income tax
brackets under subdivision (h) of Section 17041.

(d) Section 68(f) of the Internal Revenue Code, relating to
phaseout of limitation, shall not apply.

(e) Section 68(g) of the Internal Revenue Code, relating to
termination, shall not apply.

SEC. 6. Section 17085 of the Revenue and Taxation Code is
amended to read:

17085. Section 72 of the Internal Revenue Code, relating to
annuities and certain proceeds of life insurance contracts, is
modified as follows:

(a) The amendments and transitional rules made by Public
Law 99-514 shall be applicable to this part for the same
transactions and the same years as they are applicable for federal
purposes, except that the repeal of Section 72(d) of the Internal
Revenue Code, relating to repeal of special rule for employees’
annuities, shall apply only to the following:

(1) Any individual whose annuity starting date is after
December 31, 1986.

(2) At the election of the taxpayer, any individual whose
annuity starting date is after July 1, 1986, and before January 1,
1987.

(b) The amount of a distribution from an individual retirement
account or annuity or employee trust or employee annuity that is
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includable in gross income for federal purposes shall be reduced
for purposes of this part by the lesser of either of the following:

(1) An amount equal to the amount includable in federal gross
income for the taxable year.

(2) An amount equal to the basis in the account or annuity
allowed by Section 17507 (relating to individual retirement
accounts and simplified employee pensions), the increased basis
allowed by Sections 17504 and 17506 (relating to plans of
self-employed individuals), the increased basis allowed by
Section 17501, or the increased basis allowed by Section 17551
that is remaining after adjustment for reductions in gross income
under this provision in prior taxable years.

(c) (1) Except as provided in paragraph (2), the amount of the
penalty imposed under this part shall be computed in accordance
with Sections 72(m), (q), (t), and (v) of the Internal Revenue
Code using a rate of 2, percent, in lieu of the rate provided in
those sections.

(2) In the case where Section 72(t)(6) of the Internal Revenue
Code, relating to special rules for simple retirement accounts,
applies, the rate in paragraph (1) shall be 6 percent in lieu of the
2 Y, percent rate specified therein.

(d) Section 72(f)(2) of the Internal Revenue Code, relating to
special rules for computing employees’ contributions, shall be
applicable without applying the exceptions which immediately
follow that paragraph.

SEC. 7. Section 17131 of the Revenue and Taxation Code is
amended to read:

17131. Part III of Subchapter B of Chapter 1 of Subtitle A of
the Internal Revenue Code, relating to items that are specifically
excluded from gross income, shall apply, except as otherwise
provided.

SEC. 7.5. Section 17131.4 is added to the Revenue and
Taxation Code, to read:

17131.4. Section 106(d) of the Internal Revenue Code,
relating to contributions to health savings accounts, shall not
apply.

SEC. 7.6. Section 17131.5 is added to the Revenue and
Taxation Code, to read:

17131.5. Section 125(d)(2)(D) of the Internal Revenue Code,
relating to exception for health savings accounts, shall not apply.
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SEC. 8. Section 17131.6 is added to the Revenue and
Taxation Code, to read:

17131.6. Section 107 of the Internal Revenue Code is
modified by substituting in paragraph (2) the phrase “the rental
allowance paid to him or her as part of his or her compensation,
to the extent used by him or her to rent or provide a home” in lieu
of the phrase “the rental allowance paid to him as part of his
compensation, to the extent used by him to rent or provide a
home and to the extent such allowance does not exceed the fair
rental value of the home, including furnishings and
appurtenances such as a garage, plus the cost of utilities”
contained therein.

SEC. 9. Section 17131.8 of the Revenue and Taxation Code
is repealed.

SEC. 10. Section 17132.5 of the Revenue and Taxation Code
is amended to read:

17132.5. Section 101 of the Internal Revenue Code, relating
to certain death benefits, is modified as follows:

(a) Section 101(h) of the Internal Revenue Code, relating to
survivor benefits attributable to service by a public safety officer
who is killed in the line of duty, is modified to apply to amounts
received in taxable years beginning after December 31, 1996,
with respect to individuals dying after December 31, 1996.

(b) (1) Section 101 of the Internal Revenue Code, as modified
by subdivision (a) is modified to additionally provide that
Section 101(h) of the Internal Revenue Code shall not apply to
survivor benefits attributable to service by a public safety officer
who is killed in the line of duty with respect to deaths occurring
before December 31, 1996, that would otherwise be eligible for
exclusion pursuant to Section 101(h) of the Internal Revenue
Code, as modified by Public Law 107-15.

(2) The amendments made to this section by the act adding
this subdivision shall apply to amounts paid after December 31,
2001, with respect to deaths occurring on or before December 31,
1996.

(c) (1) Section 101 of the Internal Revenue Code, as modified
by subdivision (b), is modified to additionally provide that
Section 101(i) of the Internal Revenue Code shall apply to any
astronaut whose death occurs in the line of duty.
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(2) The amendments made to this section by the act adding
this subdivision shall apply to amounts received in taxable years
beginning after December 31, 2002, with respect to deaths
occurring after that date.

SEC. 10.5. Section 17136.5 of the Revenue and Taxation
Code is repealed.

SEC. 11. Section 17137 of the Revenue and Taxation Code is
repealed.

SEC. 12. Section 17139.6 is added to the Revenue and
Taxation Code, to read:

17139.6. Section 139A of the Internal Revenue Code, relating
to federal subsidies for prescription drug plans, shall not apply.

SEC. 13. Section 17140 of the Revenue and Taxation Code is
amended to read:

17140. (a) For purposes of this section, the following terms
have the following meanings as provided in the Golden State
Scholarshare Trust Act (Article 19 (commencing with Section
69980) of Chapter 2 of Part 42 of the Education Code):

(1) “Beneficiary” has the meaning set forth in subdivision (c)
of Section 69980 of the Education Code.

(2) “Benefit” has the meaning set forth in subdivision (d) of
Section 69980 of the Education Code.

(3) “Participant” has the meaning set forth in subdivision (h)
of Section 69980 of the Education Code.

(4) “Participation agreement” has the meaning set forth in
subdivision (i) of Section 69980 of the Education Code.

(5) “Scholarshare trust” has the meaning set forth in
subdivision (f) of Section 69980 of the Education Code.

(b) For taxable years beginning on or after January 1, 1998,
and before January 1, 2002, except as otherwise provided in
subdivision (c), gross income of a beneficiary or a participant
does not include any of the following:

(1) Any distribution or earnings under a Scholarshare trust
participation agreement, as provided in Article 19 (commencing
with Section 69980) of Chapter 2 of Part 42 of the Education
Code.

(2) Any contribution to the Scholarshare trust on behalf of a
beneficiary shall not be includable as gross income of that
beneficiary.
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(c) For taxable years beginning on or after January 1, 1998,
and before January 1, 2002:

(1) Any distribution under a Scholarshare trust participation
agreement shall be includable in the gross income of the
distributee in the manner as provided under Section 72 of the
Internal Revenue Code, as modified by Section 17085, to the
extent not excluded from gross income under this part. For
purposes of applying Section 72 of the Internal Revenue Code,
the following apply:

(A) All Scholarshare trust accounts of which an individual is a
beneficiary shall be treated as one account, except as otherwise
provided.

(B) All distributions during a taxable year shall be treated as
one distribution.

(C) The value of the participation agreement, income on the
participation agreement, and investment in the participation
agreement shall be computed as of the close of the calendar year
in which the taxable year begins.

(2) A contribution by a for-profit or nonprofit entity, or by a
state or local government agency, for the benefit of an owner or
employee of that entity or a beneficiary whom the owner or
employee has the power to designate, including the owner or
employee’s minor children, shall be included in the gross income
of that owner or employee in the year the contribution is made.

(3) For purposes of this subdivision, “distribution” includes
any benefit furnished to a beneficiary under a participation
agreement, as provided in Article 19 (commencing with Section
69980) of Chapter 2 of Part 42 of the Education Code.

(4) (A) Paragraph (1) shall not apply to that portion of any
distribution that, within 60 days of distribution, is transferred to
the credit of another beneficiary under the Scholarshare trust who
is a “member of the family,” as that term is used in Section
529(e)(2) of the Internal Revenue Code, as amended by Section
211 of the Taxpayer Relief Act of 1997 (P.L. 105-34), of the
former beneficiary of that Scholarshare trust.

(B) Any change in the beneficiary of an interest in the
Scholarshare trust shall not be treated as a distribution for
purposes of paragraph (1) if the new beneficiary is a “member of
the family,” as that term is used in Section 529(¢e)(2) of the
Internal Revenue Code, as amended by Section 211 of the
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Taxpayer Relief Act of 1997 (P.L. 105-34), of the former
beneficiary of that Scholarshare trust.

(d) For taxable years beginning on or after January 1, 2002,
Sections 529(c) and 529(e) of the Internal Revenue Code,
relating to tax treatment of designated beneficiaries and
contributors and to other definitions and special rules,
respectively, shall apply, except as otherwise provided in Part 11
(commencing with Section 23001) and this part.

SEC. 14. Section 17140.3 of the Revenue and Taxation Code
is amended to read:

17140.3. Section 529 of the Internal Revenue Code, relating
to qualified state tuition programs, shall apply, except as
otherwise provided.

(a) Section 529 (a) of the Internal Revenue Code is modified
as follows:

(1) By substituting the phrase “under this part and Part 11
(commencing with Section 23001)” in lieu of the phrase “under
this subtitle.”

(2) By substituting “Article 2 (commencing with Section
23731)” in lieu of “Section 511.”

(b) A copy of the report required to be filed with the Secretary
of the Treasury under Section 529(d) of the Internal Revenue
Code shall be filed with the Franchise Tax Board at the same
time and in the same manner as specified in that section.

SEC. 15. Section 17144 of the Revenue and Taxation Code is
amended to read:

17144. (a) Section 108(b)(2)(B) of the Internal Revenue
Code, relating to general business credit, is modified by
substituting “this part” in lieu of “Section 38 (relating to general
business credit).”

(b) Section 108(b)(2)(G) of the Internal Revenue Code,
relating to foreign tax credit carryovers, shall not apply.

(c) Section 108(b)(3)(B) of the Internal Revenue Code,
relating to credit carryover reduction, is modified by substituting
“11.1 cents” in lieu of “33Y; cents” in each place in which it
appears. In the case where more than one credit is allowable
under this part, the credits shall be reduced on a pro rata basis.

(d) Section 108(g)(3)(B) of the Internal Revenue Code,
relating to adjusted tax attributes, is modified by substituting
“(89)” in lieu of “($3).”
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(e) (1) If a taxpayer makes an election for federal income tax
purposes under Section 108(c) of the Internal Revenue Code,
relating to treatment of discharge of qualified real property
business indebtedness, a separate election shall not be allowed
under paragraph (3) of subdivision (e) of Section 17024.5 and the
federal election shall be binding for purposes of this part.

(2) If a taxpayer has not made an election for federal income
tax purposes under Section 108(c) of the Internal Revenue Code,
relating to treatment of discharge of qualified real property
business indebtedness, then the taxpayer shall not be allowed to
make that election for purposes of this part.

SEC. 16. Section 17144.5 of the Revenue and Taxation Code
is repealed.

SEC. 17. Section 17152 of the Revenue and Taxation Code is
amended to read:

17152. Section 121 of the Internal Revenue Code, relating to
exclusion of gain from sale of principal residence, is modified as
follows:

(a) The two-year period in Section 121(a) of the Internal
Revenue Code shall be reduced by the period of the taxpayer’s
service, not to exceed 18 months, in the Peace Corps during the
five-year period ending on the date of the sale or exchange.

(b) If the taxpayer is prohibited from filing a joint return
pursuant to Section 18521, Section 121(b)(2)(A) of the Internal
Revenue Code shall nevertheless be treated as being satisfied if
the taxpayer files a joint return for federal income tax purposes
for the same taxable year. However, in no instance shall the total
amount excludable from gross income under Section 121(a) of
the Internal Revenue Code with respect to any sale or exchange
exceed the maximum amount allowed by Section 121(b) of the
Internal Revenue Code.

(c) (1) If a taxpayer has, at any time, made an election for
federal purposes under Section 121(f) of the Internal Revenue
Code not to have Section 121 of the Internal Revenue Code apply
to a sale or exchange, Section 121 of the Internal Revenue Code
shall not apply to that sale or exchange for state purposes, a
separate election for state purposes shall not be allowed under
paragraph (3) of subdivision (e) of Section 17024.5, the federal
election shall be binding for purposes of this part, and that
election shall be treated as an election to include in gross income
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for purposes of this part all the gain from the sale or exchange of
that property, including that amount which, but for that election,
would have been excluded from income under Section 121(a) of
the Internal Revenue Code for state purposes.

(2) If a taxpayer fails to make an election for federal purposes
under Section 121(f) of the Internal Revenue Code to not have
Section 121 of the Internal Revenue Code apply to a sale or
exchange, no election under Section 121(f) of the Internal
Revenue Code shall be allowed for state purposes, Section 121 of
the Internal Revenue Code shall apply to that sale or exchange
for state purposes, and a separate election for state purposes shall
not be allowed under paragraph (3) of subdivision (e) of Section
17024.5.

(d) (1) If a taxpayer has, at any time, made an election for
federal purposes under Section 312(d)(2) of the Taxpayer Relief
Act of 1997 (Public Law 105-34), relating to sales before date of
enactment, or Section 312(d)(4) of that act, relating to binding
contracts, to not have the amendments made by Section 312 of
the Taxpayer Relief Act of 1997 (Public Law 105-34) apply to a
sale or exchange, the amendments made by the act adding this
subdivision shall not apply to that sale or exchange, Sections 1,
4, and 6 of Chapter 610 of the Statutes of 1997 shall not apply to
that sale or exchange, a separate election for state purposes shall
not be allowed under paragraph (3) of subdivision (e) of Section
17024.5, and the federal election shall be binding for purposes of
this part.

(2) If a taxpayer fails to make an election for federal purposes
under Section 312(d)(2) of the Taxpayer Relief Act of 1997
(Public Law 105-34), relating to sales before date of enactment,
or Section 312(d)(4) of that act, relating to binding contracts, to
not have the amendments made by Section 312 of the Taxpayer
Relief Act of 1997 (Public Law 105-34) apply to a sale or
exchange, an election under Section 312(d)(2) of the Taxpayer
Relief Act of 1997 (Public Law 105-34), relating to sales before
date of enactment, or Section 312(d)(4) of that act, relating to
bindin